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Fund Report at ECOSOC 


Fund transactions 


At the 22nd Session of the UN Economic and Social 
Council on April 17, Mr. Per Jacobsson, Managing Di- 
rector of the International Monetary Fund, commented 
upon the exceptional activity of the Fund during the ten 
months from April 30, 1956, the end of the period cov- 
ered by the Fund’s last Annual Report, through Febru- 
ary 1957. During these ten months, drawings on the 
Fund amounted to $802 million, and stand-by agree- 
ments (including renewals) totaling $1,105 million were 
arranged; $1,031 million of the stand-by total remained 
unused on February 28. If the drawings and the unused 
portion of the stand-bys are added together, their total 
of $1,833 million is considerably larger than the com- 
parable figure for April 30, 1956 ($1,334 million), 
which represented the use or commitment of the Fund’s 
resources in the first ten years of its existence. For the 
whole period of the Fund’s life up to the end of Febru- 
ary 1957, total drawings arranged amounted to $2,038 
million, and the amount of stand-bys outstanding at the 
end of February was $1,066.4 million. The total value of 
operations arranged up to that date thus exceeded $3 bil- 
lion. Moreover, the condition in the Articles of Agree- 
ment that drawings in any 12-month period may not 
exceed 25 per cent of the member’s quota was waived 
thirteen times in the period from May 1, 1956 to Febru- 
ary 25, 1957, compared with ten times in the previous 
years of the Fund’s existence. 

Mr. Jacobsson observed that, while it is certainly 
gratifying that increased use is made of the Fund's re- 
sources—since it demonstrates in an obvious way that 
the International Monetary Fund answers a very real 
need—the Fund must not be judged primarily by the 
criterion of its volume of business. The Fund can be 
likened to a fire brigade, the use of which is required 
only in an emergency. It will normally be asked to ren- 
der assistance only when the member which makes the 
request has not sufficient exchange reserves of its own 
or for some other reason feels the need to use its second 
line of reserves in the Fund—which indicates that some- 
thing (either policies or circumstances) is not quite in 
order. This, indeed, is not the whole truth about the 
Fund’s work; but as regards the recent large transaction 
with the United Kingdom, it is, of course, common knowl- 
edge that it was occasioned by the Suez crisis and there- 
fore represented assistance in a sudden emergency. Al- 


though the British economy was basically sound, with a 
surplus in the current balance of payments, there was a 
speculative attack on the pound as part of a crise de 
confiance engendered by the state of international tension. 
Since the purpose was to check and, if possible, to reverse 
the speculation against sterling, an amount equal to the 
quota of the United Kingdom, $1.3 billion, was made 
available—$561.5 million in the form of drawings and 
$738.5 million in the form of a stand-by. It was found 
to be not only in the interest of the United Kingdom but 
also in the general interest that support should be given 
to a currency with the world-wide importance of sterling 
in which over one half of the world’s current transactions 
are settled. 

Mr. Jacobsson recalled that, when the U.K. Govern- 
ment requested assistance from the Fund, it had made it 
clear through statements in Parliament and through rep- 
resentations to the Fund that it intended not only to 
maintain the sterling exchange rate at the present parity, 
but also to avoid the reimposition of external controls, 
and for that purpose it had decided to follow fiscal, 
credit, and other policies designed to strengthen the 
economy, both internally and externally. As a result of 
the lines of policy thus adopted, there has been no set- 
back in liberalization either in trade or payments. 

It had been feared that many European countries would 
find it difficult to meet the increased cost of oil ship- 
ments, etc., without having to turn to the Fund for as- 
sistance. It is now clear that they have stood the strain 
remarkably well. Although these countries have been 
helped by an exceptionally mild winter, they would hardly 
have been able to stand up so well to the strain had they 


not, over recent years, by flexible credit policies and 


greater budgetary efforts, fortified their economies and 


augmented their monetary reserves. It cannot be said 
that all the Western European countries are in a strong 
position, but they have certainly been better able to 
weather the recent storm than they had been in 1947, 
i.e., before the Marshall Plan had begun to operate, or 
in 1950, when the Korean crisis overtook them. In Octo- 
ber 1956, a stand-by agreement was concluded between 
the Fund and France for $262.5 million, equal to 50 per 
cent of France’s quota. This agreement, which is cur- 
rently being drawn on, took account of the general situa- 
tion in France at that time. 


Another recent transaction of special interest was the 
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Indian drawing and the stand-by arrangement made in 
view of the decline in India’s monetary reserves. These 
together totaled $200 million, 50 per cent of India’s 
quota. At the time of the transaction, the Indian authori- 
ties stated that they would take a number of anti- 
inflationary measures, including an increase in taxation, 
a drive to promote small savings, and a tightening of 
credit. While import restrictions had to be stiffened, it 


proved possible to diminish the degree of discrimination. 


Especially important was an agreement with the United 


States for the purchase of $360 million in surplus agri- 
cultural commodities, largely food grains. India has 
always considered all her plans to be flexible and has 
already moved to rephase her development programs in 
the light of economic conditions, particularly of infla- 
tionary developments, which the Government is anxious 
to avoid. 

In discussing the Fund’s stand-by arrangements with 
Peru, Chile, and Bolivia (arrangements that are part of 
even wider operations under which assistance is given 
also by the U.S. Treasury, by U.S. banks, and in one case 
by the International Cooperation Administration), Mr. 
Jacobsson emphasized the Fund’s role in contributing 
toward the establishment of a smoothly functioning sys- 


Fund 


intervention is not limited to emergency cases. In fact, 


tem of multilateral payments between nations. 


its main work is to help to restore or maintain a system 
of sound money. And when it talks of sound money, the 
Fund does not mean only the absence of inflation, though 
this is of the greatest importance, but also monetary 
conditions which facilitate the expansion and balanced 
growth of trade in the domestic and the international 
fields. 

Another significant development in the use of the 
Fund’s resources has been the assistance given to certain 
countries to meet seasonal deficits in their balance of 
payments. These countries have for the most part been 
the smaller Latin American countries that are more or 
less dependent on one major export crop. Even though 
their basic monetary and fiscal policies may be sound, 
the often inadequate level of their foreign exchange re- 
serves presents them with a serious problem in that part 
of the year before their export crop can be harvested and 
sold. The Fund’s assistance in these cases has been in 
modest amounts, but is nevertheless significant of its 
ability and willingness to help members face their 
problems. 

In discussing further the financial aspects of the 
Fund's activities, Mr. Jacobsson recalled that the Inter- 
national Monetary Fund is a revolving fund, i.e., an 
institution which expects repayment within a relatively 
brief period, usually three to five years, of the credits it 
furnishes. The assets of the Fund in gold and convertible 
currencies at the end of February 1957 amounted to about 


$3,300 million, against which had to be put the stand-by 
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arrangements still outstanding of $1,066.4 million. The 
fact that a fair proportion of the Fund’s liquid assets has 
been committed requires the exercise of a certain caution 
But the 


Fund is still in a position to consider reasonable requests 


concerning new drawings and commitments. 


from its members for carrying out a constructive mone- 
tary policy. The statement of Fund policy in the Annual 
Report for 1955 may now be adapted to present condi- 
tions by saying that drawings beyond 50 per cent of 
quota should ordinarily be in support of a well-balanced 
policy that makes possible confidence in the enduring 
stability of the currency concerned at a realistic exchange 
rate. 

The Fund has been formed to promote international 
monetary cooperation, to facilitate the expansion and 
balanced growth of international trade, to promote ex- 
change stability, and to assist in the establishment of a 
multilateral system of payments free of exchange restric- 
tions. These are constructive tasks, and the Fund can do 
a great deal through the machinery it provides for con- 
sultations and collaboration on international monetary 
problems. But the Fund’s ability to give financial assist- 
ance to its members is also a vital part of its functions. 
The Fund’s assistance is intended to help members face 
balance of payments problems of a temporary nature. 
Such assistance may truly be said “to buy time” for the 
countries concerned by re-enforcing their monetary re- 
serves while they take the necessary corrective measures. 
Countries may, of course, need resources for other pur- 
poses, e.g., to finance investments as part of their devel- 
opment plans. But such financing should be of a long- 
term character and is more properly to be obtained from 
other institutions established for this purpose, by borrow- 
ing in the capital markets and, in a number of cases, 
from the receipt of foreign economic aid. 


General monetary developments 


From his examination of the activities of the Fund, 
Mr. Jacobsson turned to a brief discussion of general 
monetary developments. Among the most important 
achievements he noted that there have been no grave 
monetary disturbances and no very serious setback to the 
liberalization of trade and payments which had already 
been attained, despite the strain caused largely by politi- 
cal events. In several respects, continued progress has 
been made: a certain number of countries, including 
Belgium, Italy, the Netherlands, and Sweden, have ex- 
tended the area of transferability of their currencies, 
these measures representing a further approach to multi- 
lateralism. The same may be said about the progress 
made in the elimination of discriminatory currency ar- 
rangements in bilateral agreements. 

Inherent strength has thus been revealed, but there is, 
even so, a distinct feeling of uneasiness in many countries 


reflecting the concern felt with regard to recurrent in- 
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creases in the cost of living. Such increases may appear 
moderate as measured by wartime experiences, but they 
cannot be regarded as negligible when they occur in 
peacetime. As is too well remembered, the rise in prices 
during the war was due to the great pressure of heavy 
budget deficits which were met by an excessive credit 
expansion. At present, the situation is, of course, very 
different; financial order has been restored in many 
countries. But several governments still turn in a dan- 
gerous degree to the banking system to cover part of 
their expenditure and, even when the budget is fully 
balanced, the over-all level may be so high that, under 
the conditions of the present boom, a downward adjust- 
ment would not be out of place. 

Another cause of inflation has often been a sharp 
increase in inventories financed by the banking system, 
as happened for instance after the outbreak of the Korean 
conflict. That has not conspicuously been the case in 
recent years when the commodity stocks of merchants 
and industrialists have generally risen no more than 
motivated by the increase in general business activity. 
Neither has there been, in the majority of countries, any 
inordinate increase in consumption, for savings have gen- 
erally kept up quite well. In some countries the share paid 
out to consumers either as wages or via the budget has, 
it is true, been allowed to increase out of proportion to 
any improvement in productivity, with marked effect on 
prices and, in several cases, on the balance of payments. 
But even when such distortions are taken into account, 
the distinguishing mark of the present economic upsurge 
has generally been the pronounced increase of private 
business investments, the financing of which~-has had its 
monetary repercussions. In the United States, a record 
figure for private business investments was attained in 
1956, and the private business investment in plant and 
equipment planned for 1957 amounts to an even higher 
For Western Europe, estimates by the OEEC 
show a similar trend, as does the material available for 


figure. 


quite a number of countries on other continents. This 
is a very interesting development for it runs exactly con- 
trary to many dire forecasts during the great depression 
when it was said that one could not, in the future, count 
on sufficient outlets in the form of fresh investment pos- 
sibilities for the relatively ample savings in the already 
industrialized countries. 

As causes of the change Mr. Jacobsson pointed to the 
role played by new inventions and the need, associated 
with growing populations, for more roads and schools, 
more houses and hospitals. Past periods of active busi- 
ness investment also have been characterized by a state 
of strong world demand for goods and services; but an 
additional factor leading to this strong demand in recent 
years has been the support to world liquidity and world 
demand produced by U.S. expenditure abroad (either 


military expenditure or aid or business investment). This 
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expenditure has helped to make dollar earnings available 
through trade to a great number of countries in addition 
to those which were the original recipients of the expen- 
diture. Even the United States has profited, because in 
the recession of 1953-54 it was found that U.S. exports 
kept up remarkably well; this would hardly have been 
possible had there not been the high volume of world 
demand. In these conditions of intense world demand, 
in contrast to the experience in the depression of the 
1930's, it has generally been sufficient for countries to 
restrain their domestic demand in order to secure an 
increase in their exports. 

If to this high level of private business investment are 
added the outlays under development schemes inaugurated 
by a number of governments, a record level of invest- 
ment is reached. Satisfactory as this may be from many 
points of view, the fact has to be faced that in country 
after country the requirements for financing have tended 
to outrun the flow of current savings. In such a situation, 
the ordinary means of investment financing (through the 
ploughing back of profits, market issues, etc.) will prove 
insufficient, and private firms and governments alike will 
be tempted to turn to the commercial banks for increased 
credits, short-term as well as long-term. 

If credit expansion becomes excessive, however, gov- 
ernments have to alter their policies and adopt effective 
stabilization programs. Credit creation can never be a 
reliable substitute for savings. It is only on the basis of 
genuine savings that extensive development plans can be 
successfully carried out. 

Once a check has to be put on an excessive credit 
expansion, it becomes natural to employ, in the first 
place, flexible credit policies (higher interest rates, open 
market operations, etc.). One difficulty, however, is that 
the public sector, representing a greater percentage of 
economic life than it ever did before in peacetime, is not 
influenced in the same way as the private sector by the 
ordinary means of credit policy, and that is the reason 
why these means alone are no longer capable of ensuring 
a sufficient balance in the economy. For such a balance 
to be attained there must be a certain flexibility in the 
public sector as well. 

Under the theory of compensatory budgets evolved in 
the 1930's, government expenditure on current and capi- 
tal account ought to be increased in periods of a small 
volume of private business investment and, contrariwise, 
government expenditure should be curtailed when private 
business investment has risen and remains on a high 
level. While authorities seem quite ready to accept and 
apply the first part of this theory, they show great hesi- 
tation and unwillingness to carry out the necessary re- 
trenchment in a period of boom. However, some coun- 
tries have recently not only introduced credit measures; 
they also have taken steps to cut effectively the volume 


of government expenditure. Special mention should be 
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made of Belgium, the Netherlands, the United Kingdom, 
and, as far as investment expenditure is concerned, Aus- 
tria. Under the influence of the examples set by these 
countries it is not excluded that a new fashion, involving 
a curtailment of government expenditure, will gain 
ground, instead of the practice of evermounting budgets 
followed in most countries during these postwar years. 
For such a fashion to be firmly established it is probably 
necessary, however, that some extra-European countries 
and particularly the United States—should take part in 
the movement. 

When a considerable part of government expenditure 
is not covered by current revenue, the danger of an 
inflationary effect becomes, of course, increasingly acute, 
and in such cases steps to put the finances in order are 
all the more urgent. For anyone who has had the occa- 
sion to examine the internal position of a number of 
countries in various parts of the world, it is difficult to 
avoid the conclusion that, if only the budget deficit 
could be brought down to manageable proportions, the 
greatest obstacle to monetary order would have been 
eliminated. 

Curtailment of expenditure programs on current as 
well as capital account requires much political courage 
and determination; but in many instances the authorities 
may have little choice if they really want to establish a 
satisfactory balance internally and externally. It is today 
an important fact that, because of increased domestic 
investments, practically no European country has at the 
moment any surplus funds available for new foreign 
loans. The change has been as sudden as it was un- 
expected, and responsible authorities in a great number 
of countries are naturally faced with the task of having 


to adjust their own investment policies to the altered 
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conditions, especially in the field of foreign financing. 
Fortunately, people almost everywhere are tired of infla- 
tion—and this should make it easier for the authorities 
to take without fear or hesitation the necessary measures, 
whether these are popular or not. At the time of a great 
war, the reappearance of a rise in prices is almost taken 
for granted, but once peace is restored and the supply of 
goods and services—both the total and per head of popu- 
lation—exceeds prewar levels, the public becomes less 
forbearing and is not likely to forgive those in power if 
it continues to be harassed by an inflationary rise in 
prices. 

Nobody will, of course, deny that countries which pro- 
ceed to carry out effective stabilization programs will be 
faced with considerable immediate difficulties. But a 
stage has now been reached where a return to monetary 
stability is demanded with growing insistence by the 
public. It seems to be realized in ever widening circles 
that without stable money neither justice nor progress 
can be assured. Some of the periods of the highest 
civilization that the world has ever known—in Ancient 
Greece, in the Renaissance towns of Italy, and generally 
in the 19th century—have been characterized by a re- 
markable monetary stability. It seems that the human 
spirit cannot give of its best if it is harassed by all the 
uncertainties to which rapidly changing money values 
give rise. We must, of course, not pretend that the real- 
ization of monetary stability will solve all our problems, 
but, if we could attain it, it would undoubtedly help us 
to provide a better basis for the gradual solution of a 
great many problems which now occupy the minds of the 
general public and of the authorities, and which there- 
fore must also concern the Economic and Social Council 
of the United Nations. 


Purchases from the Fund by France and Argentina 


Under the stand-by arrangement concluded in Octo- 
ber 1956 (see this News Survey, Vol. IX, p. 133), France 
had by the middle of March made two purchases from 
the Fund with French francs. The first purchase of US$40 
14, and the second of 
US$60 million was made on March 14. 


million was made on February 


The Government of Argentina has purchased from the 


IBRD Bond Issue 


Announcement was made on April 11 that the Inter- 
Bank for 


proposes to make an offering of $100 million 414 per 


national Reconstruction and Development 
cent Twenty-One Year Bonds, at a price to be determined 
at the time of the offering, which will be not earlier than 
Wednesday, April 17, or later than Wednesday, April 24. 
The issue will be sold through a nation-wide underwriting 
group under the joint management of The First Boston 
Corporation and Morgan Stanley & Co. 


Fund US$75 million with Argentine pesos. Argentina’s 
quota in the Fund is $150 million, of which the member 


paid $37.5 million to the Fund in gold. 
Sources: Le Monde, Paris, France, March 16, 1957; In- 


Fund, Press 
Washington, D.C., April 15, 1957. 


ternational Monetary Release, 


Since disbursements on loans granted by the Bank are 
usually made over a period of several years, the Bank, 
in addition to offering bonds for regular delivery, will 
extend to certain institutional purchasers of bonds of 
this new issue the privilege of making delayed payments, 
giving them a selection of delivery dates between Au- 
gust 1, 1957 and February 1, 1960. Similar arrangements 
were made in the case of a previous issue sold by the 
Bank on January 10, 1957. This arrangement is expected 


to serve the dual purpose of coordinating a portion of 
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the Bank’s borrowings with its disbursements and of 
making it possible for purchasers to arrange their pay- 
ments to suit their individual preferences in the light of 
their own projected cash positions. 

The bonds will be nonredeemable prior to May 1, 1967. 
Beginning in 1967, a sinking fund will be in effect which 
will retire $4 million of the bonds in each of the years 
1967 to and including 1971; and $5 million of the bonds 
in each of the years 1972 to and including 1977. The 
sinking fund is calculated to retire 50 per cent of the 
issue prior to maturity. 


Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 


April 11, 1957. 


Europe 


For the fiscal year ended March 31, 1957, the United 
Kingdom had an over-all budget deficit of £331 million, 
roughly equal to the original estimate. The “above-the- 
line” surplus of £290 million was much less than the 
estimate; higher interest charges on the national debt, 
increases in wages and in prices, and the direct cost of 
the Suez operation inflated expenditure, while receipts 
from the purchase tax were lower than expected. “Below- 
the-line” expenditure (net) was, however, also much 
lower than the estimate (£621 million compared with an 
estimate of £803 million) as local authorities were suc- 
cessful in borrowing large amounts from the market. 

Introducing his budget for 1957-58, the Chancellor of 
the Exchequer said that the external position must always 
be uppermost in the mind of a U.K. Chancellor. The 
balance of payments had responded well to the measures 
introduced by his predecessors. Even in the second half 
of the year, in spite of events in the Middle East and 
the fact that the second half of the year is seasonally less 
favorable, the United Kingdom earned a current account 
surplus of £79 million, compared with a deficit of £102 
million in the second half of 1955. The Chancellor said 
that 1956 was a year in which the United Kingdom did 
well amid many economic difficulties; if exports continue 
to rise fast enough, the United Kingdom will be able to 
achieve not only its first objective of a large trading 
surplus and an increase in reserves, but also its second 
objective, which is expansion at home on a safe and 
sound basis. 

The Chancellor estimated total “above-the-line” expen- 
diture in 1957-58 at £4,827 million, £41 million less than 
the actual figure for 1956-57. The Consolidated Fund 
services will require £757 million, which is £67 million 
less than last year’s requirement, largely as a result of 
the fall in the short-term interest rate. After account is 
taken of £63 million of German support costs and U.S. 


aid, defense expenditure is estimated at £1,420 million, 


£105 million less than actual expenditure last year. Civil 
expenditure is estimated at £2,650 million, an increase of 
£131 million, primarily because of the rise in the cost of 
the social services. The net total of “below-the-line” 
expenditure is estimated at £587 million, slightly less than 
the actual total last year. With taxation unchanged, the 
net expenditure needed by borrowing would amount to 
£27 million, compared with £331 million in 1956-57. 

The Chancellor said that, against this background and 
bearing in mind that the general pattern of the budget 
must be dictated by the need to place and keep the United 
Kingdom’s external position on a sound footing, he was 
able to propose tax reliefs amounting to £98 million in 
the present financial year. This would leave a surplus 
larger than the surplus realized last year and an over-all 
deficit that could be covered by real savings. 

The main tax reliefs proposed were as follows: 


broadly. U.K. con- 


trolled and managed companies which conduct their ac- 


(1) Overseas trade corporations 
tual trading operations abroad—will be exempted from 
income tax and profits tax on their trading profits earned 
abroad. (2) The investment allowance for capital expen- 
diture on the construction of new ships will be increased 
from 20 per cent to 40 per cent. (3) Income tax will be 
reduced for individuals who (a) are earning more than 
£2,000 a year. (b) are parents of children over 12, or 
(c) are over 65 years of age. (4) Rates of purchase tax 
are halved to 15 per cent on some furniture, kitchenware, 
tableware, and floor coverings. 

source: 


The Financial Times, London, England. 


1957. 


April 10, 


Discount Rates and Credit Restrictions in France 


The discount rate of the Bank of France for short-term 
commercial and government paper was raised by 1 per 
cent, to 4 per cent, on April 12, and the penalty rate 
that banks have to pay for central bank credit above their 
individual credit ceilings was increased from 5 per cent 
to © per cent for above-ceiling rediscounts not exceeding 
one tenth of the ceiling. The rate for further credit. 
which is to be higher than 6 per cent, is to be determined 
by the Governor of the Bank of France. The discount 
rate for avances sur titres (long-term government secu- 
rities) was raised from 4.5 per cent to 6 per cent. The 
Bank of France discount rates had been unchanged since 
December 2, 1954, when the short-term rates were lowered 
by 14 per cent, to 3 per cent, and the rate for avances 
sur titres was continued at 4.5 per cent. 

Also on April 12, the National Credit Council raised 
minimum downpayments on installment purchases from 
25 per cent to 30 per cent, and reduced the period of 
monthly payments for installment buying of automobiles 


from 2] months to 18 months. 


Source: New York Herald 
April 12, 1957. 


Tribune, Paris, France. 
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Finnish Repurchase from the Fund 


In February, Finland repurchased from the Interna- 
tional Monetary Fund with gold and dollars Fmk 770 
million (US$3.3 million). Thus the Fund’s holdings of 
Finnish currency were reduced to 75 per cent of Finland’s 
quota of US$38 million in the Fund. 

Source: Bank of Finland, Monthly Bulletin, Helsinki, 
Finland, March 1957. 


Ceilings on Rediscounts in Finland 


The Bank of Finland has announced that, beginning 


August 1. it will restrict the amount of bills that it will 
rediscount. For each bank a ceiling has been fixed, which 
is equal to twice the amount of the bank’s own resources 
plus its demand deposits in the Bank of Finland. If the 
Government's demand deposits in the Bank of Finland 
exceed Fmk 6 billion. the total of the banks’ ceilings will 
be increased by the amount of the excess, and the increase 
will be divided among the banks in proportion to each 
bank’s capital. 

The change in rediscount policy is motivated by the 
fact that no increase in the supply of goods can be 
expected this year. Therefore, in order to prevent infla- 
tionary pressures it is necessary to avoid any increase in 
central bank money. In view of the expected decrease in 
imports, it should be possible for the banks to reduce 
their credits to importers. The Bank of Finland stresses 
the fact that in the present situation there is a tendency 
toward speculation and unsound investment, and that 
such financing should be avoided by the banks. To the 
extent that the deposits of the banks increase, these funds 
should be used primarily to reduce the banks’ debt to 
the Bank of Finland. 

At the end of March 1957, rediscounted bills amounted 
to Fmk 32.3 billion, while at the end of March 1956 they 
amounted to Fmk 20.1 billion. 

Sources: Bank of Finland, Statement, March 30, 1957. 
and Hufvudstadsbladet, April 7, 1957, Helsinki, 
Finland. 


West German Monetary Restrictions 
The Central Bank Council of the Federal Republic of 


Germany, at its meeting on April 10, announced an 
increase of approximately | per cent in minimum reserve 
requirements for the various types of credit institution. 
Effective May 1957, mandatory reserves to be held by 
credit institutions will range from 6 per cent to 13 per 
cent for internal accounts and up to 20 per cent for 
accounts held for nonresidents. By reducing the redis- 
count quotas of credit institutions by about 15 per cent, 
the Council also took another important restrictive meas- 
ure. The newly established quota will be further reduced 


by the total amount of credits taken up abroad (reim- 


bursement credits, overdrafts, etc.). Only in special cases 
will permission be granted to postpone the date on which 
these measures will go into effect. 

Source: Bank deutscher Lander, Ausziige aus Pressear- 


tikeln, Frankfurt am Main, Germany, April 12, 
1957. 


Economic Developments in Austria 


The rate of increase in 1956 in Austria’s gross national 
product, estimated at 4.8 per cent in real terms, was much 
smaller than in either 1954 or 1955, when the rate had 
amounted to 10-1] per cent. According to the Austrian 
Institute of Economic Research, the real increase last 
year was only 3.3 per cent, if an adjustment is made for 
the output of the oil industry and other industrial enter- 
prises formerly administered by the Soviet authorities: 
since these enterprises were not returned to Austrian 
management until August 1955 (after the conclusion of 
the Austrian State Treaty), their output was not included 
in the national income estimates for the greater part of 
1955. 

Private consumption increased last year by an esti- 
mated 5.6 per cent in real terms, while gross investment, 
in real terms, remained about the same as in 1955. Dur- 
ing the last quarter of 1956, gross investment in both 
construction and equipment was somewhat less than 
during the corresponding period of 1955. The decline in 
investment activity is attributed to various factors, such 
as the reduction in public investment expenditures, the 
reinforcement of credit restrictions, and the abolition at 
the end of 1955 of certain tax incentives (accelerated 
depreciation) for new investment; however, these tax 
concessions were reintroduced in March 1957, and they 
are expected to stimulate private investment again during 
the current year. 

The gross income of wage and salary earners is esti- 
mated to have risen by 13-14 per cent in 1956, of which 
about 3 per cent is accounted for by the increase in em- 
ployment. The increase in gross income resulting from 
wage and salary increases was greater than the increase 
in the cost of living, which rose by only 3.5 per cent last 
year. The proportion of wages and salaries in the total 
national income rose from 58.1 per cent in 1955 to 60.3 
per cent in 1956. 

The improvement in exports during 1956 helped to 
maintain industrial production at a high level. Industrial 
output rose by 4 per cent, and the proportion of industrial 
output exported rose from 28 per cent in 1955 to 30 per 
cent in 1956. The value of total exports (excluding com- 
pensation deliveries to the Soviet Union) increased by 
nearly 22 per cent, and the volume rose by 18 per cent; 
the value of imports, on the other hand, rose by only 
about 10 per cent (compared with 36 per cent in 1955), 


and the volume by only 7 per cent. As a result, the foreign 
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trade deficit was reduced from S 4.9 billion in 1955 to 
S 3.2 billion in 1956. Foreign exchange receipts from 
tourism also increased substantially, reaching the equiv- 
alent of about S 3 billion last year. 

Osterreichischen Instituts 
fiir Wirtschaftsforschung, Vienna, Austria, Feb- 
ruary 1957. 


Middle East 


Currency and Payments Agreements Between Egypt and the Sudan 


Source: Monatsberichte des 


At the first meeting of the Sudan Currency Board in 
Khartoum on March 5, it was decided that the issue of 
Sudanese currency notes would begin on April 8. Two 
agreements between Egypt and the Sudan have now been 
concluded, one governing the redemption of Egyptian 
currency circulating in the Sudan (estimated at about 
LE 20 million) and the other dealing with payments 
arrangements between the two countries. The first agree- 
ment provides that Egypt will deposit to the credit of the 
Sudan up to £20 million of Egypt’s sterling balances 
held in the National Bank of Egypt’s No. 2 Account with 
the Bank of England (see this News Survey, Vol. IX, 
p. 271). This amount represents the National Bank’s 
commitments to its branches in the Sudan, plus the value 
of the Egyptian banknotes and coins which are with- 
drawn from circulation in the Sudan, less the debt due 
to the Government of Egypt by the Government of the 
Sudan. The commitments of the National Bank are fixed 
according to its balance sheet as of April 8, 1957. It has 
been reported from London that the U.K. Government has 
agreed to release for transfer to the Sudan £15 million 
from Egypt's blocked sterling balances, which would 
serve as cover for the Sudanese note issue. The agree- 
ment also provides that, if the Egyptian debt to the 
Sudanese Government exceeds £20 million, a special 
account in Sudanese currency will be opened with the 
National Bank for the excess. The account will carry 
interest at the rate of 2 per cent per annum. The balance 
will be used to pay for Egyptian services and goods im- 
ported by the Sudan in amounts not exceeding LE 2 mil- 
lion annually. This is to include annual imports of 40,000 
tons of sugar and approved transfers of funds on account 
of Egyptian capital invested in the Sudan. 

A supplement to the agreement provides that the hand- 
ing over of Egyptian notes to the Egyptian Government 
shall be completed within a period not exceeding three 
months from the date of the placing of Sudanese currency 
in circulation. Egyptian coins should be handed over to 
the Egyptian Ministry of Finance within a period ending 
not later than the end of June 1958. During these periods 
the Sudanese Government shall take all necessary meas- 
ures to prevent the smuggling of Egyptian banknotes to 
the Sudan from other countries. 


The payments agreement provides that the National 
Bank of Egypt will open, on behalf of the Egyptian Gov- 
ernment, a “collector account” in Egyptian pounds in the 
name of the Sudanese Government to which specific 
payments made by persons living in Egypt or the Sudan 
will be channeled. A list of such payments is appended 
to the agreement. The exchange rate shall be one Su- 
danese pound equals one Egyptian pound. Any subse- 
quent change in the par value of either currency would 
result in a corresponding change in the balance of the 
account as soon as the change occurs. The Sudanese ac- 
count may be used for the transfer of funds to a third 
country which is bound to Egypt or the Sudan by a 
payments agreement, provided that prior approval is 
secured from the proper authorities of the three countries 
If the balance of the 
exceeds LE 500.000, the two contracting parties undertake 


concerned. “collector account” 
to settle the excess once a year in a third currency accept- 
able to the creditor. This agreement becomes effective 
on April 8 and will last for one year. It is automatically 
renewable for one year at a time, subject to three months’ 
notice for termination. In the event of termination, the 
balance outstanding will be settled by means of goods or 
current payments within six months from the date that 
the agreement expires. The balance remaining after the 
end of this period will be paid in a third currency ap- 
proved by both parties. 

Barclays Bank D.C.O., Overseas Review, Lon- 
don, England, March 1957; Al Ahram, Cairo, 
Egypt, April 8 and 9, 1957; The Journal of 
Commerce, New York, N.Y +“ April ys 1957. 


Sources: 


Far East 


India’s Export Program 


India’s Minister of Commerce has set an export target 
of a 25 per cent increase in total exports in the next two 
or three years. This is intended as a supplement to the 
recent import restrictions, which are expected to reduce 
foreign exchange expenditures on imports by Rs 300 
million (US$63 million) semiannually (see this News 
Survey, Vol. IX, p. 217). The Minister indicated that 
further import cuts might prove necessary. He also stated 
that the Government is ready to broaden further the 
scope of foreign investment in India, and is willing to 
provide the necessary safeguards and guarantees to for- 
eign investors. 

Source: The Financial Times, London, England, April 4, 


1957. 


Viet-Nam’s First Five-Year Plan 


Viet-Nam’s first five-year plan, which is being prepared 
by the Planning Commission (see this News Survey, 


Vol. IX, p. 288) and may be ready for submission to the 
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Finnish Repurchase from the Fund 


In February, Finland repurchased from the Interna- 
tional Monetary Fund with gold and dollars Fmk 770 
million (US$3.3 million). Thus the Fund’s holdings of 
Finnish currency were reduced to 75 per cent of Finland’s 
quota of US$38 million in the Fund. 


Source: Bank of Finland, Monthly Bulletin, Helsinki, 
Finland, March 1957. 


Ceilings on Rediscounts in Finland 


The Bank of Finland has announced that, beginning 
August 1. it will restrict the amount of bills that it will 
rediscount. For each bank a ceiling has been fixed, which 
is equal to twice the amount of the bank’s own resources 
plus its demand deposits in the Bank of Finland. If the 
Government's demand deposits in the Bank of Finland 
exceed Fmk 6 billion. the total of the banks’ ceilings will 
be increased by the amount of the excess, and the increase 
will be divided among the banks in proportion to each 
bank’s capital. 

The change in rediscount policy is motivated by the 
fact that no increase in the supply of goods can be 
expected this year. Therefore, in order to prevent infla- 
tionary pressures it is necessary to avoid any increase in 
central bank money. In view of the expected decrease in 
imports, it should be possible for the banks to reduce 
their credits to importers. The Bank of Finland stresses 
the fact that in the present situation there is a tendency 
toward speculation and unsound investment, and that 
such financing should be avoided by the banks. To the 
extent that the deposits of the banks increase, these funds 
should be used primarily to reduce the banks’ debt to 
the Bank of Finland. 

At the end of March 1957, rediscounted bills amounted 
to Fmk 32.3 billion, while at the end of March 1956 they 
amounted to Fmk 20.1 billion. 

Sources: Bank of Finland, Statement, March 30, 1957, 
and Hufvudstadsbladet, April 7, 1957, Helsinki, 
Finland. 


West German Monetary Restrictions 
The Central Bank Council of the Federal Republic of 


Germany, at its meeting on April 10, announced an 
increase of approximately | per cent in minimum reserve 
requirements for the various types of credit institution. 
Effective May 1957, mandatory reserves to be held by 
credit institutions will range from 6 per cent to 13 per 
cent for internal accounts and up to 20 per cent for 
accounts held for nonresidents. By reducing the redis- 
count quotas of credit institutions by about 15 per cent, 
the Council also took another important restrictive meas- 
ure. The newly established quota will be further reduced 


by the total amount of credits taken up abroad (reim- 


bursement credits, overdrafts, etc.). Only in special cases 
will permission be granted to postpone the date on which 
these measures will go into effect. 

Source: Bank deutscher Lander, Ausziige aus Pressear- 


tikeln, Frankfurt am Main, Germany, April 12, 
1957. 


Economic Developments in Austria 


The rate of increase in 1956 in Austria’s gross national 
product, estimated at 4.8 per cent in real terms, was much 
smaller than in either 1954 or 1955, when the rate had 
amounted to 10-11] per cent. According to the Austrian 
Institute of Economic Research, the real increase last 
year was only 3.3 per cent, if an adjustment is made for 
the output of the oil industry and other industrial enter- 
prises formerly administered by the Soviet authorities: 
since these enterprises were not returned to Austrian 
management until August 1955 (after the conclusion of 
the Austrian State Treaty), their output was not included 
in the national income estimates for the greater part of 
1955. 

Private consumption increased last year by an esti- 
mated 5.6 per cent in real terms, while gross investment, 
in real terms, remained about the same as in 1955. Dur- 
ing the last quarter of 1956, gross investment in both 
construction and equipment was somewhat less than 
during the corresponding period of 1955. The decline in 
investment activity is attributed to various factors, such 
as the reduction in public investment expenditures, the 
reinforcement of credit restrictions, and the abolition at 
the end of 1955 of certain tax incentives (accelerated 
depreciation) for new investment; however, these tax 
concessions were reintroduced in March 1957, and they 
are expected to stimulate private investment again during 
the current year. 

The gross income of wage and salary earners is esti- 
mated to have risen by 13-14 per cent in 1956, of which 
about 3 per cent is accounted for by the increase in em- 
ployment. The increase in gross income resulting from 
wage and salary increases was greater than the increase 
in the cost of living, which rose by only 3.5 per cent last 
year. The proportion of wages and salaries in the total 
national income rose from 58.1 per cent in 1955 to 60.3 
per cent in 1956. 

The improvement in exports during 1956 helped to 
maintain industrial production at a high level. Industrial 
output rose by 4 per cent, and the proportion of industrial 
output exported rose from 28 per cent in 1955 to 30 per 
cent in 1956. The value of total exports (excluding com- 
pensation deliveries to the Soviet Union) increased by 
nearly 22 per cent, and the volume rose by 18 per cent; 
the value of imports, on the other hand, rose by only 
about 10 per cent (compared with 36 per cent in 1955), 
and the volume by only 7 per cent. As a result, the foreign 





INTERNATIONAL FinANcIAL News Survey, April 19, 1957 


323 


————LS 


trade deficit was reduced from S 4.9 billion in 1955 to 
S 3.2 billion in 1956. Foreign exchange receipts from 
tourism also increased substantially, reaching the equiv- 
alent of about S 3 billion last year. 

Source: Monatsberichte des Osterreichischen Instituts 
fiir Wirtschaftsforschung, Vienna, Austria, Feb- 
ruary 1957. 


Middle East 


Currency and Payments Agreements Between Egypt and the Sudan 


At the first meeting of the Sudan Currency Board in 
Khartoum on March 5, it was decided that the issue of 
Sudanese currency notes would begin on April 8. Two 
agreements between Egypt and the Sudan have now been 
concluded, one governing the redemption of Egyptian 
currency circulating in the Sudan (estimated at about 
LE 20 million) and the other dealing with payments 
arrangements between the two countries. The first agree- 
ment provides that Egypt will deposit to the credit of the 
Sudan up to £20 million of Egypt’s sterling balances 
held in the National Bank of Egypt’s No. 2 Account with 
the Bank of England (see this News Survey, Vol. IX, 
p. 271). This amount represents the National Bank’s 
commitments to its branches in the Sudan, plus the value 
of the Egyptian banknotes and coins which are with- 
drawn from circulation in the Sudan, less the debt due 
to the Government of Egypt by the Government of the 
Sudan. The commitments of the National Bank are fixed 
according to its balance sheet as of April 8, 1957. It has 
been reported from London that the U.K. Government has 
agreed to release for transfer to the Sudan £15 million 
from Egypt’s blocked sterling balances, which would 
serve as cover for the Sudanese note issue. The agree- 
ment also provides that, if the Egyptian debt to the 
Sudanese Government exceeds £20 million, a special 
account in Sudanese currency will be opened with the 
National Bank for the excess. The account will carry 
interest at the rate of 2 per cent per annum. The balance 
will be used to pay for Egyptian services and goods im- 
ported by the Sudan in amounts not exceeding LE 2 mil- 
lion annually. This is to include annual imports of 40,000 
tons of sugar and approved transfers of funds on account 
of Egyptian capital invested in the Sudan. 

A supplement to the agreement provides that the hand- 
ing over of Egyptian notes to the Egyptian Government 
shall be completed within a period not exceeding three 
months from the date of the placing of Sudanese currency 
in circulation. Egyptian coins should be handed over to 
the Egyptian Ministry of Finance within a period ending 
not later than the end of June 1958. During these periods 
the Sudanese Government shall take all necessary meas- 
ures to prevent the smuggling of Egyptian banknotes to 
the Sudan from other countries. 


The payments agreement provides that the National 
Bank of Egypt will open, on behalf of the Egyptian Gov- 
ernment, a “collector account” in Egyptian pounds in the 
name of the Sudanese Government to which specific 
payments made by persons living in Egypt or the Sudan 
will be channeled. A list of such payments is appended 
to the agreement. The exchange rate shall be one Su- 
danese pound equals one Egyptian pound. Any subse- 
quent change in the par value of either currency would 
result in a corresponding change in the balance of the 
account as soon as the change occurs. The Sudanese ac- 
count may be used for the transfer of funds to a third 
country which is bound to Egypt or the Sudan by a 
payments agreement, provided that prior approval is 
secured from the proper authorities of the three countries 
If the balance of the 
exceeds LE 500.000, the two contracting parties undertake 


concerned. “collector account” 
to settle the excess once a year in a third currency accept- 
able to the creditor. This agreement becomes effective 
on April 8 and will last for one year. It is automatically 
renewable for one year at a time, subject to three months’ 
notice for termination. In the event of termination, the 
balance outstanding will be settled by means of goods or 
current payments within six months from the date that 
the agreement expires. The balance remaining after the 
end of this period will be paid in a third currency ap- 
proved by both parties. 

Barclays Bank D.C.O., Overseas Review, Lon- 
don, England, March 1957; Al Ahram, Cairo, 
Egypt, April 8 and 9, 1957; The Journal of 
Commerce, New York, N.Y., April 12, 1957. 


Sources: 


Far East 


India’s Export Program 


India’s Minister of Commerce has set an export target 
of a 25 per cent increase in total exports in the next two 
or three years. This is intended as a supplement to the 
recent import restrictions, which are expected to reduce 
foreign exchange expenditures on imports by Rs 300 
(see this News 
Survey, Vol. IX, p. 217). The Minister indicated that 


further import cuts might prove necessary. He also stated 


million (US$63 million) semiannually 


that the Governmeni is ready to broaden further the 

scope of foreign investment in India, and is willing to 

provide the necessary safeguards and guarantees to for- 

eign investors. 

Source: The Financial Times, London, England, April 4, 
1957. 


Viet-Nam’s First Five-Year Plan 


Viet-Nam’s first five-year plan, which is being prepared 
by the Planning Commission (see this News Survey, 


Vol. IX, p. 288) and may be ready for submission to the 
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President of the Republic some time in April, is expected 
to increase national income by VN$10 billion in the five 
years, 1957-61. Thus, at the end of the period, national 
income would equal VN$90 billion, or 12.5 per cent more 
than the estimate for 1956. 

To reach its target, the Government is planning to 
invest some VN$3.5 billion a year during the five-year 
period. For financing, it will rely heavily on foreign aid. 
Public investment is expected to increase production by 
VN$8_ billion—VN$6 billion to be derived from an in- 
crease in agricultural production and VN$2 billion from 
an increase in industrial and handicraft production. The 
increase in production resulting from private investment 
is estimated at VN$2 billion. The planning authorities 
have not forecast the total amount of private investment 
to be carried out during the five years. 

In implementing the plan, the Government expects to 
meet difficulties not only from the scarcity of private 
domestic capital, but also from a scarcity of labor. In 
spite of the immigration from North Viet-Nam of some 
textile workers and miners, skilled labor remains scarce. 
The possibility of calling on foreign technicians through 
a technical aid program is being considered. 

Sources: Marchés Tropicaux du Monde, Paris, France, 
February 23, 1957; Banque Nationale du Viet- 
Nam, Bulletin Economique, Saigon, Viet-Nam, 
February 28, 1957. 


Changes in Philippine Credit Policies 


Because of complaints that credit policy had become 
too restrictive, the Monetary Board of the Philippines has 
announced that the rediscount facilities of the Central 
Bank will again be available to the commercial banks. 
The availability of these facilities had been suspended in 
March as part of a restrictive credit policy to combat in- 
flationary pressures. The Central Bank rate has been 
raised from 11 per cent to 2 per cent. 

A priority schedule has now been set up under which 
top priority is given to credits for productive agricultural 
and industrial enterprises and for the importation of 
goods required for production; second priority to credits 
for financing commerce; third priority to credits for real 
estate and construction; and fourth priority to consumer 
credit. 

Source: Philippine American Chamber of Commerce, 


Weekly Bulletin, New York, N.Y., April 5, 1957. 


United States 
U.S. Corporate Profits in 1956 


Profits of medium- and large-size corporations in the 
United States in 1956 were 4 per cent greater than in 


1955, according to a survey of 3,485 corporations made 
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by The First National City Bank of New York. Owing to 
rising costs, however, net income rose slightly less pro- 
portionately than dollar sales, with the result that the net 
profit margin was slightly lower than in 1955. At 6 per 
cent, however, it was about in line with average historical 
experience since 1935. Although rates of return on assets 
also fell slightly, they were about double the rate in 1935, 
having tended to rise over the long term. But since assets 
are valued at original, rather than replacement, costs, 
the long-term rise in rates is probably overstated. 
Profits of companies in mining, trade, utilities, and the 
service industries in 1956 were between 10 per cent and 
15 per cent greater than in 1955. Transportation profits 
fell 1 per cent, and those of the finance group rose 5 per 
cent. A small (2 per cent) rise in manufacturing profits 
reflected the importance of the 36 per cent fall in auto- 
mobile industry profits; excluding automobiles, manu- 
facturing profits rose 8 per cent. 
Source: The First National City Bank of New York, 
Monthly Letter on Business and Economic Con- 


ditions, New York, N.Y., April 1957. 


Other Countries 


Australian Import Restrictions 


Minister of Trade announced on 


April 12 that the Government has decided to increase 


The Australian 


imports of motor vehicles from the present level of £A 49 
million f.o.b. a year to about £A 60 million f.o.b., and 
that all types of vehicles, except passenger vehicles from 
dollar sources, may qualify to share in the increase. The 
new ceiling will not meet all the requests made by the 
motor industry, which exceeded £A 70 million, but the 
Government decided on a new approach to licensing 
imports of motor vehicles, the object of which is to allo- 
cate foreign exchange to imports of vehicles and com- 
ponents in accordance with the sales achievements of each 


individual importer. 


Source: The Times, London, England, April 13, 1957. 


International Financial News Survey, written by 
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